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Langston University--Satisfaction of Grantee Debt

DIGEST:
Subject to agreement of grantee, Department of Agriculture
has discretionary authority to credit allowable indirect
grant costs to reduce debt of grantee growing out of mis-
applied and unaccounted for funds advanced to grantee under
research grant authorities. In the absence of required
records of account, grantee under 7 U.S.C. § 450i is
responsible for providing satisfactory evidence of allow-
able expenditures in order to raise a presumption of
regularity in the expenditure of grant funds. Where later
accounted for periods include disallowed costs, however,
the presence of similar disallowable costs must be projected
as present during unaccounted for periods unless there is
proof to the contrary.

This decision to the Secretary of Agriculture responds to a
request by Assistant Secretary Robert W. Long for our decision with
respect to a plan to assess financial liability and make recovery
from Langston University of claims arising out of the administration
of 12 Cooperative State Research Service (CSRS) grants under 7 U.S.C.
§ 450i. In 1975 Department of Agriculture auditors found that
Langston University had insufficient fund controls and was unable to
account for the Department of Agriculture grant funds during the
period July 1, 1966, through June 30, 1974. They also found that
certain funds had been spent for other than grant purposes during
fiscal years 1974 and 1975.

The Assictant Secretary's letter summarizes the results of the
audit as follows:

"In the summary, it /the audit/ stated that control
over the use of CSRS advances was insufficient due to the
University's inadequate fiscal accounting and reporting
systems. The audit disclosed that prior to Fiscal Year
1974 there was no available documentation to support the
disposition of the advances of funds made to Langston
University which totaled $409,079. The available records
for Fiscal Year 1974 and Fiscal Year 1975 disclosed the
following:
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(1) As of June 30, 1974, tho reported balance of
CSI'S fur.s on h1nd was $152,225.?89, whereas
a CPA fir-m varified the cash balaace for all
University tccounts aS % 214, 6_ 0. R3.

(2) Salaries of $22,113.74 ,-ere charged to grrn-ts
in Fi1scal Year 1974 and Fiscl Year 1975 for
wor; that did not partain to CSIRS research.

(3) Charges to two grants in Fiscal Year 1974 -wera
overstated by $22,491.34 due to incorrect axd
inelil-iblc clhars.

(4) Incorrect indirect costs md errors in addition
&u-.uted to 436, ll9.0,

(5) Lan-sto-n Uaiversity nended c1 97,706.39 rmore
then tas advanced lby CS ;S durirc, tl-e per.od
7/1/74 - 1./3/75. TVhi is bjase-d oa a zero
balance tt begirnning of perlod sit1ce thlvl cash
balance of CS.;.S r- anit funds: cou.l d .iot be verified
on 6!';O/74. It anlso i)citsu3s vfjustzents in
I direct Costs eanr. .4eduvtion of W<arrant Ufet. 6437041
for $1,67 0 whitnc va a canncelled (I17,&22. 92 -

8,446.53 - 1,670 - 97,706.39). 'leSe i-era made
subseliuent to the Uvy 20, 1975 Audalt Reuport
(602OS-3-Tro Supplcment)."

Based on tlhis audit, advance n,-.1t of funds to the Uniive.rsity was
suspended. The Assistwat Secretaiy's letter describes thz furth}er

steps takm- as a result of the audit findings as followns:

"After the visit to Lens.stoa University by fiscal a--d
audit parzonnel, it was. dete~rined that it .vauld be
nearly L.Tossliole to recoastruct the d{l fp~oaition of
funds prior to Fiscal Year 1974. A CPA fl.n hired by
the Utnitvcrsity t%.%a not able to reconstruat records
for Fical Year 1974 exirntditures. The only possible
method to reconstruct the diarosit.on. of pro-FY 1974
funds twuld re-ulr, sommeone, with kno-ledge of e:-reases
incurred, to review the voulaers as they -- re processed
by the State. Th. only perao-a capable is the previous
Research Coordinator who reaigned over a year cgo. In
Fiscal Year 1974, the overall level of c~penditures
seem realistic as comnpared with aw;ards and there is
tangible evidence that services wore readered on
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research grants and for renovation of the physical
facilities used for the grant program. Annual pro-
gress reports for each grant during Fiscal Year
1967-1974 were reviewed by CSRS specialists and
certified that research was progressing satisfactorily.
* * * Fiscal Year 1975 records were in order and
expenditures could be verified. Subsequcntly, since
the February 1975 audit, a rnew Acting President as
well as a new Business tzankger and Ac-countant have
been -oycd by the University and activity to
improve the overall financial tianagaaent is evident,
In addition, the University employed a new Research
Coordinator."

As a consequence of these developments and program considerations,

Langston Uaiversity vnas allowed to obtain advances of funds a;gain

udder tighter Departaent of Agriculture administrative controls. The

Assistant Secretary states that the University's progress in achieving

fiscal 4ccouetability for Federal funds has been satisfactory.

Based on the foregoing circumstances, the letter of the Assistant

Secretary proposes the following plan for our approval:

"It is proposed that Langston University utilize

earned indirect cost, within the to-be-negotiated
thie period, to aeke the rlounzt of $135,243.58
available to support the current approved
agricultural research program. The University
would be required to documeat the amount of
indirect cost earned by grants during the pay-
back period and to provide documeentation that
these funds Tere being expended on the USDA grants
that comprise the agricultural research progran(s)
at this Institutiou."

Further, the Assistant Secretary's letter indicates that there

is no evidence of criminal liability for the Unlaccountled for or mis-

applied funds, that satisfactory progress is being made by the

University in achieving fiscal accountability, and that the Depart-
ment is taking steps to tighten the adciinistrative oversight of the

University's finances to assure that there is no reoccurrence of the

deficiencies disclosed by the audit. The Assistant Secretary's
letter also indicates an awareness that there may be a tendency to

manipulate indirect costs as applied to repayment and says that

documentation of these costs will be required during the payback
period. We assume that care will be taken to assure that future
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advances of funds under the existing grants are not available for

use for indirect costs during the payback period.

We have held as a matter of policy, that we would decline to

effect setoff (or withholding of payments) against grant funds

when to do so may interfere with or inhibit the accomplishcmnt of

the governmental purposes for uhich the grant was made. See, for

example, 43 Comnp. Gen. 183 (1963). However, we would not object

to the use of indirect costs earned under these grants to pay off,

to the extent possible, a debt to the United States incurred by

the grantee when it obtained advances or reimbursements for expenses

later determined to be ineligible from those same grants.

Our concurrence in this method is, however, subject to a

number of qualifications. First, the University must voluntarily

agree to repay its debt in this manner. Second, the University

and the Department must agree on the alount of the debt owed cnd

must reduce the repayrmient agreement to writing. Third, any agree-

ment reached must be in accord with the Federal Claims Collection

Staidards, 4 C.F.il. § 101.1, et L3. must have a reasonably

restricted payback period and must provide for liquidation of the

entire debt in the event sufficient indirect costs are not earned

within that period. Finally, in its collection activities the Dcpart-

ment should recog-nize the gUeneral liability of the State of Qklahoma

for this debts since Lanngston University is a parL of the Oklahorna

State system of higher education. 70 O.S. k! 3201 (1971 ed.). The

Department should recover the debt by setoff of other amounts owed by

the Government to the State if the method proposed does not, for

any reason, result in satisfaction of this debt.

The Assistant Secretary's request for our decision creates
doubts as to whether the Department has accurately assessed the
extent of the University's liability. The final settlement pro-
posed totally overlooks the period from fiscal year 1967 through

1973 when "there were no records at Langston University to verify
the disposition of funds" and fiscal year 1974 for which some
records were available but for which a CPA finn r was not able to
reconstruct records for * * * expenditures." The affect of this

proposed determination would be to allow all unaccounted for
expenditures for the periods in question.
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The justification offered by the Assistait Secretary for such
ea outcoan for fiscal year 1.974 and prior years is thet 'bnual
progress reports for each grant durinyg ftsc-al year 19(7-1974 %:ere
reviewed by CSiS &csecialists aid certified that rescarch was pro-
gressing satisfactorily." Additionally, for fiscal year 1974, lie
day, '* * ' the over-all level of cependiturcs seem rca±lirticc as
compared with aw.zards and tbere is tangible evidec2.e that sarvices
were readaered on reacar-h grants and fclr renovation of the physical
facilities used far -the grozft proKran." The assence oi this
justification is that as the grantee satisfactorily performed thu
groat progrea during these perods, it hnns. by infarcnce, uincurred
allowable ewenses. Alzilae vuh an. infereace is valid to rupport a
conclusion that soz'e e:wcoses wre inrcurred,, it zalone fails to
provide a satisfactory basis to approve allowance of specific
expenditures of grant funds during the u=a-ccouated for pcriods.

W'e note that the obligation of the gz.naiAce under 7 U.S.C.
a 450i (19170) to keen adecuate financial records is clearly CxpresseL,
in that section whlich reads in parts

"'ach reciplernt of assntace ti-d.er this section
shnll lkeep sucrh record S tlhe Sccrear> y y L ea

includ~ing receords which fuliy disclosc- tih eaont a £ud
disoMLS tLion by suc-1 -recipient of the proc-eeds of .uch
grants, tba total cost of thle project or undertal'ing
in cmmarction vzith ¶alCc1 sucl Luads a-£ rYivcn ot u*s.ed,
and tho at;ount o£ that portion of the csuts of the
projczt or und;per leg st 1 ;Aled by otler. sturces, and
such other re.ords as viii facilitate va effective
audi t."

Failure by La-tgston University to cvqly i-th this aad any other
recordkceeing, requireenats repreneats a s4riwus breac-h of its duties
under these -ralits.

We have been infcrvmed tlmt imost of the g.rant expenscs duri;,G
fiscal years 1967 t'rouigh 1973 .ere salaries of re~earch staE£. (Per
fiscal years l967 throuZgh 1971 t'he arants wSiC onaly 015,95C mrnuzlly.)
In addition, for fiscal year 1974, physicail tZ'i:-royeantr, were mmnt a uaid
=sy serve as evidence of grant enditures £or that year. It uould
appear that an effort should be made to veriF.Y fromi progra= and salary
records as much of these grant expenditures zs possible.

On the basis of such records, the evhece of p1rJi1ca il kpProvecentso
and the reports of the Departr.uot's rat mnagers that good procrress
has been made under these grants, va vould be willing in this particular
Instance to accept a L irJtcd presumption of regularity, flowevert siiLcC



the history of financial mnnageg:tent of tae grants in question for the

19 cmoaths prior to Jaauary 31, 1975, reflects specific insta-en s of

miisaplied gra-nt fnrds. we believe it ctn veasor.bly be azstrlecd tiiat
si-milar errors in. similar circSt-asnces exzisted prior to the period
for ijxich records were kept. Therefore u.Lcss the 2rrntee can provido

proof tW the contrary, the Dcpartmae-t s5iould r..kC to?,xite

mmelts in calculating thc amouat of the tranteels

The mxtthod til2e Depistezt uses in thesae calculetions is within
ItD discretion. On.c su:Q-cstion is thmt it dlsalloiU' the ze iro"

portion of Zfulds, for si.niXlar typas of etpernses CYroM tVhe unac&ol!nted
for period aa were disallo-;:d for the pe-riod for w-hich accokiat3 are

available. This cz-ont can be atcertninoed by npplyintg to thve tntal
unfaudcitod e ex.dLturas (fiscal years 19C.7 tlroutZ Jzncm :o, 1S7 ,i,, the

percoe.taFe of net audit ad :sttments to tot1 cia^l.lrl cluit.u-es Xor
the 19 rtXnnth Perilod fro* Jully It 19173w t;Lrot-h J.i ar1 31, D75, for

-hi c-h recorda icre audited. Lxpe-dliture in fi-o--tion. for fisra ycar
1974 for use in d.YvclOp>;:iac-t of the applicable perrcoteage bUI-td Ue

aval'-'ole froa audit work pcapozs.

Iri¶iialy with rceard to estab1ilhing; the a.Io-unt of the Ur ivernsitys

3elbi1 ty,. rovic;;Lrig lLh .t:dit .rie1 s;plic4 to us e v ou d

duplicate ;UiL; U djustLcats for the erioed Ju1y 7hroU;h DeCC-!cu 1974

vAhiclI indicatc tha possibility thnat the Proposed ss5tat of
1:3,t243.5'3 has bcen ovesatted.

t'c did not crake a detailed analysis to detcziue tilt rrlounlt of

overstatcEt7itS a task. WVI-ICI should be porfone- bzy t"arzacit os

A-rlculture s*taff.

The% follot.in& are so=e apparent discrepamciess

1. The salazri adlustcrrxnts of $22,113.74 zppear to coataiin
rmany du;,liCatioalS. or e mpla, L thL ave-just2cftt

T, Cl;t zt 1 &TIC1
pertaiui-.a, to -r.. Venere On1 -bliit BS Aac-..Ca 14 &,<

on S<cledule 10, Attac;rcnrt 2 contain a duI -ct a

disallowtaqce of $3C() in gross salary. S5IzMilar duplicatIons

seea to c2-st for mst of the other gross salary
disallowances on Exhibit B.

2. The $11,670 disalow;aznco pertaenitL; to srchittct fees
on Edliibit C, Attacantr.aL 1, vas included in the $S22,'91.34
disallo-mance and was nl3o disall-owed separately in the
eomputation ou page 4 of th'e lctter.
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3. Audit adjustments of `E36,1t9 cupported by Exhibit E,
Attar. =ant I, are appwlied agaist grant award anunts
rcthor ton agairsst expendItures. Since the :,ibit
hwxdint identifies the uorkpapar as a revie7 of tbudt;et

munts, disallowances for itas such as additioii
errors of $G3C.O is not considered since there is no
abouving Lhat the disouted &=uats werr actually clharg
as grant expensm.

Also, the indirect cost disallowma-ces on E:hil t E,
Attacy.let 1, con:Sflfct with the showin$s on schldules 2

triouol 10j, Attachiient 2 of a corstatent gransca failure
to clain alLlowable indirect cost.

JT1 EILER

tiasd Comptroller General
of the Uaited States
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